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FROM

SUBJECT: DEPARTMENT OF HEALTH SERVICES . CENTRAL PHARMACY
PROCUREMENT REVIEW

We reviewed the Department of Health Services' (DHS or Department) Central
Pharmacy's (Pharmacy) compliance with County procurement policies and procedures
for purchasing and controlling pharmaceuticals and related supplies. Our review
included interviewÍng Pharmacy personnel, reviewing purchases, evaluating internal
controls, inventorying equipment and supplies, and observing Pharmacy supply
operations at all DHS facilities.

As of the issuance of this report, the Pharmacy has not implemented the County's
electronic Countywide Accounting and Purchasing System (eCAPS) Procurement
function. DHS Pharmacy believes the system has extensive limitations, and is not
designed to handle the pharmaceutical procurement processes required by the
Department.

Backqround

The Pharmacy is responsible for ordering pharmaceutícals and related supplies,
receiving deliveries, shipping supplies to health centers, tracking Pharmacy supply
inventories, processing prescriptions, and disposing of expired pharmaceutical items.
At the time of our review, the Pharmacy had 25 dispensaries at 14 DHS facilities that
maintained pharmaceuticals and supplies for patients. As of June 30, 2011, the
inventory for all locations totaled approximately $11.6 million.
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Review Summary

We noted that the Pharmacy's purchases were generally appropriate and necessary for
pharmaceutical operations at the DHS facilities. However, Pharmacy management
needs to ensure that staff comply with all purchasing requirements, inventory records
are accurate, and noted discrepancies are properly investigated. The following are the
detailed results of our review.

General Purchasing and Pavment Controls

County Fiscal Manual (CFM) Chapter 4 requires department staff to complete purchase
requisitions to request items and to obtain management approval. Approved
requisitions are sent to procurement staff, who subsequently issue purchase orders to
vendors to order the requisitioned items. Purchase orders are to be matched with
invoices and receiving reports prior to issuing payments to vendors to ensure correct
pricing, quantities delivered, and that the goods were in fact requested. CFM Section
4.5.2 also requires invoices to be marked "paid" to ensure that duplicate payments are
not made.

We reviewed 44 purchases made by the Pharmacy, totaling approximately $1.8 million,
and noted:

Purchase Requisitions Not Supported by an Approved Requisition - Each
facility initiates orders directly on the vendo/s website, and the Pharmacy's
buyers are electronically notified of the order. The buyers verify that pricing and
order quantities are reasonable, make any necessary changes, and complete the
online order. Facilities also call or fax orders directly to the Pharmacy. However,
the facilities do not always complete a requisition to document that a request was
reviewed/approved, as required by County purchasing guidelines. Specifically,
we noted 25 (57%) of the 44 purchases reviewed were not supported by an
approved requisition. Requisitions document that the items to be ordered are
approved by a person with the appropriate decision-making authority.

lnvoices Not Marked "Paid" - The Pharmacy did not mark 32 (73o/o) invoices
reviewed "paid". While none of the invoices were paid twice, the Pharmacy
should mark invoices "paid" to prevent duplicate payments.

Recommendations

Pharmacy management:

Ensure requisitions are completed, approved, and retained for all
purchases.

a

1

2. Mark invoices "paid" to prevent duplicate payments.
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Non-Agreement Purchases

The lnternal Services Department (lSD), as the County's purchasing agent, delegated
DHS the authority to purchase non-agreement items under $5,000. All purchases over
the delegated authority must be processed by lSD. Departments must comply with ISD
policies when making non-agreement purchases within their delegated authority,
including obtaining three price quotes for purchases over $1,500. Purchases may not
be split to circumvent the limit of DHS' delegated authority.

We reviewed 20 of the Pharmacy's non-agreement purchases, and noted DHS

Did Not Obtain Price Quotes - The Pharmacy did not obtain the required price
quotes for four (2)o/o) non-agreement purchases reviewed between $1,500 and
$5,000, totaling $1 7,1 00.

Made Purchases Exceeding Delegated Authority - The Pharmacy made four
(20o/o) purchases over $5,000, totalíng $37,800, which exceeded their delegated
authority. These purchases should have been processed by lSD.

a

a

a Split Purchases - We reviewed 37 potential split purchases, and identified nine
(24o/o) purchases, totaling $68,600, that were split to stay within the Pharmacy's
delegated authority. Each of the purchases within the split pairs of like-
purchases were consecutively made by the same respective buyers and to the
same vendors.

Recommendations

Pharmacy management:

3. Obtain price quotes for non-agreement purchases, as required by
County purchasing policies.

4. Ensure purchases exceeding the delegated authority are processed by
the Internal Services Department, and are not split to circumvent
purchasing limits.

Pharmacv's Perpetual lnventory Records Were Not Accurate

At the time of our review, the Pharmacy had 25 dispensaries at 14 DHS facilities that
maintained pharmaceuticals and supplies for patients. We noted that 19 of the 25
dispensaries maintained perpetual inventory records using the Pharmacy Stock Control
Audit System (PSCAS), five dispensaries used the Pharmacy lnventory Management
System (PIMS), and the remaining dispensary used a manual system.
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Our review noted that the Pharmacy's perpetual inventory records were not accurate
We conducted an inventory at five of the Pharmacy facilities and noted the following:

Physical lnventory Gount Does Not Match Perpetual lnventory Records -
The physical count for 29 (58%) of the 50 items inventoried, totaling $301,400,
did not match the Pharmacy's perpetual inventory records.

a

o lnventory Shortages and Overages - Our review identified shortages and
overages totaling $58,100 and $29,100, respectively. For example, at one facility
the inventory system showed 1,4OO diphtheria-tetanus syringes on hand.
However, we were only able to account for 120 syringes, a $23,800 shortage.

Pharmacy management indicated that they were aware the perpetual inventory records
were not accurate, and that the primary reason for the discrepancies is that staff
sometimes input the wrong quantities when entering the amount received into the
inventory system. The Pharmacy completes physical inventory counts and adjusts the
perpetual inventory records to agree with the physical counts, but does not investigate
discrepancies. CFM Section 5.3.2 requires departments to investigate any significant
differences and report the results to management. Pharmacy management should
investigate discrepancies between physical inventory counts and perpetual records to
prevent losses or thefts from going undetected.

Recommendation

5. Pharmacy management investigate discrepancies between physical
inventory counts and perpetual inventory records.

Expired ltems

When pharmaceuticals expire, they can be returned to the manufacturer for disposal,
and in some cases, a credit. The Pharmacy uses a disposal company to collect expired
pharmaceuticals from each facility and return them to the manufacturers. At the time of
pick-up, the disposal company gives the facility a list of the items collected and an
estimated value. However, the facilities do not verify that all the items picked-up are
included on the list. Therefore, they cannot determine if they received the proper credit.
The Pharmacy should ensure that facilities verify that all pharmaceuticals collected for
disposal are included on the disposal company's list and that credits are accurate.

Recommendation

6. Pharmacy management verify that all pharmaceuticals collected for
disposal are included on the disposal company's Iist and that credits
are accurate.
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lnternal Gontrol Certification Proqram

The Auditor-Controller developed the lnternal Control Certification Program (ICCP) to
assist County departments in evaluating and improving internal controls over fiscal
operations. Departments are required to review their controls in key areas and certify
that proper controls are in place, or that action is being taken to correct any deficiencies
or weaknesses noted.

At the time of our review, the Pharmacy did not complete biennial lCCPs. Pharmacy
management indicated that they were not aware of the ICCP requirement. ln addition,
the Pharmacy was not included in DHS' list of assessable units for Health Services
Administration or any of the facilities. As a result, the Pharmacy's internal controls have
not been evaluated. Most of the issues noted in this report would have been identified if
the Pharmacy properly completed its ICCP. Pharmacy management should ensure that
the ICCP is completed biennially.

Recommendation

7. Pharmacy management ensure the Internal Gontrol Gertification
Program is completed biennially.

Review of Report

We discussed the results of our review with Pharmacy management. They generally
agreed with our findings and recommendations, and indicated that they will work to
improve controls over their Pharmacy procurement practices. DHS' attached response
describes the corrective actions they have taken, or plan to take, to address the
recommendations in our report.

We thank Pharmacy management and staff for their cooperation and assistance during
our review. Please call me if you have any questions, or your staff may contact Robert
Smythe at (213) 253-0101 .

WLW:AB:RS

Attachment

William T Fujioka, Chief Executive Officer
Jim Jones, Director, lnternal Services Department
Department of Health Services

Amy Gutierrez, Pharmacy Director
Anish Mahajan, M.D., Director, System Planning lmprovement & Data Analytics
Tobi L. Moree, Chief, Audit & Compliance Division

Audit Committee
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RESPONSE TO AUDITOR. CONTROLLER PROCUREMENT REVIEW

The Department's response for each recommendation is as follows:

Auditor€ontroller Recommendatlon No. I

for all purchases,

pharmacy based on predefined PAR levels (minimalstock levels) for drug stock,

DHS Core Pharmacy and Therapeutics (P ) Formulary Selection and
Maintenance Process Policy No. 329.002 maintains the drug formulary and was
revÍsed on January '1O,2012 and January 8,2013. The drug formulary is a
contínually updated list of medications and related information representing the

by each pharmacy are included on the DHS pre-app ed drug formulary-

DHS Process for Outpatient Prior Author2ation MedÍcation Requests Policy No-

the approval process and includes the prior author2ation request form ich
must be completed for all purchases not on the approved formulary.

DHS Pharmacy Procurement retains copies of all requisitions and submits a copy
to the local facility pharmacy for their records.

Audltor{ontroller Recommendation No.2

Pharmacy management mark invoices "paid" to prevent duplicate payments

DHS Response:

We agree. Since the time of the audit, the Department is in the process of
moving to a completely paperless invoice system. ln the event that paper
invoices are received, they would be marked npaid" to prevent duplicate
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payments. The Depa ent has controls in place to ensure that invoices are not
paid twice.

Auditor4ontroller Rec ndation No" 3

Pharmacy management obtain price qu s for non-agreement purchases as required
by County purchasing policies.

management obtains th price quotes for purchases between $1,500 to $5,000

$5,000. lf the pharmaceutical ís sole sou , a sole source justiÍcation form will
be provided to ISD as part of the procurement process.

The Board of Supervisors (the Board) has approved DHS as a member
organization of UHC Novation and also to access and implement UHC Novation
agreements for pu ases. All DHS facilities are members of UHC Novation and
access multiple pricíng agre nts for supply chain and pharmaceutical

agreement, ich DHS utilizes for pharmaceutical purchasing. The current
pharmaceutical distribution ag nt with Cardinal Health is a UHC Novation
ag ment-

On May 14,2OO8,lSD provided DHS Pharmacy management with

DHS pharmacy divísion is appro for purchasing drugs, that are not
speciflcally cove on Novation phannaceutical agreements and/or the 3408

this agreement (exception) through ril20,2O13. Pharmacy management has

management to pu ase non-agreement patient pharmaceuticals with no price
restrictions through Cardinal, the agreement wholesale pharmacy vendor and
exempts them from the ISD requi ents to obtain three price quotes for

purchases over $5,000, for non-agreement patient pharmaceuticals purchased
from the Pharmacy agreement vendor. All non-formulary pharmaceuticals are
subject to three layers of revi : (1) onsite pharmacy manager, (2) DHS central
pharmacist and (3) tacility medical dírector or designee, prior to purchase. Some
of these agents are needed for hospitalized patients or others who may require
life-saving treatment in an urgent manner.

Pharmacy management is currently working to extend, clarity and document this
exception with lSD, gÍven the criticaltimelines involved for providing
pharmaceuticals in urgent patient care situations.
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Auditortontroller commendationNo.4

Pharmacy management ensures that purchases exceeding delegated authority are
processed by lSD, and are not split to circumvent purchasing limits.

ISD is notified by e-mail. Price quotes and sole source justification are provided
to ISD as necessary and purchases are not split to circumvent pu asing limíts.

e-maílto lSD.

On May "14,2OO8,ISD províded DHS Pharmacy management with
documentation of an agreement (exception) which indícated that the cen lized

restrictions through Cardinal" the agreement wholesale pharmacy vendor and

purchases over $5,@0, for non-agreement patient pharmaceuticals purchased

life-saving treatment Ín an urgent manner.

Pharmacy management is currently working to extend, clarify and docu nt this
exception with lSD. Based on the results of discussions with lSD, Pharmacy will
either document the exception or will ensure purchases exceeding delegated
authority are processed by lSD, and are not split to círcumvent purchasing limits;

an e-mailto lSD"

Audltor{ontroller Recommendatlon No. 5

Pharmacy management investigates discrepancies between physical inventory counts
and perpetual inventory records.
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We agree. DHS Monthly Phannaceutícal lnventory Policy No. 329.008, s
establishecl July 15, 2O1O due to Auditor-Controller concerns, and revised on
August 22,2012. DHS Policy No. 329.008 states facility pharmacies must take a
monthly inventory of the top 25 high cost and/or high diversion risk medications.

above 2Ùo/o that continue for three consecutive months must be reported to DHS
Pharmacy irs for investigation. A complete inventory of the pharmacy is
reported to DHS Fiscal Services at the end of each fi lyear.

to maintain a perpetual inventory for the Ínpatient pharmacy areas. Hospital
pharmacies wíthin DHS contain the largest pharmaceuticaf inventories withÍn

diversion risk drugs in a rdance with DHS Policy No. 329-008. This is in
addition to the annual pharmacy ínventory obtained at the end of each fiscal
year. As a result of the Board's approval of the DHS central fill pharmacy project,

pharmaceutícal perpetual inventory.

Auditor4ontroller ommendationNo.6

Pharmary management verÍff that all phannaceuticals collected are índuded on the
disposal company's list and that dits are accr.¡rate.

We agree. Cunently, the reverse dístributor vendor for pharmaceutical returns
collects expired pharmaceuticals from all DHS pharmacy locations for partial
credits and dísposal. Prior to leavíng the DHS pharmacy, the vendor provídes a
list of controlled substances colle d to facility pharmacy management. For the
non-controlled substances, a list of products and estimates is prepared at the
vendor's warehouse and provided to facility pharmacy management. Credits for
applicable items are provided to the facility vÍa a pharmacy ag ment vendor
credit, reimbursement check or replacement product.

DHS Pharmacy irs has developed a DHS system pharmaceutical return
policy that íncludes a process for reconcifing returned drugs with the disposal
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company's list and with credits and/or reimbursement checks an r replacement

included on the vendor's list and that credits are accurate.

Auditor{on ller Recommendation No. T

Pharmacy management ensure the Intemal Control Certifcation P ram (ICCP) is
æmpleted annually.

ICCP assignment.




